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SUMMARY 
 
• Companies and Investors are 

very focused on Artificial 
Intelligence. 

• We think it is a significant, 
durable theme. 

• The big tech companies are 
likely to have a competitive 
advantage, in our view. 

 

DATE 09.05.2023 

Artificial Intelligence: The Future is NOW 
 

Artificial Intelligence (‘AI’) has been a dream of futurists, novelists, and film makers for 
a long time. We have seen its evolution in our lives, perhaps most visibly in self-driving 
cars, smart phones and smart speakers like Siri, Alexa, and Google assistant. However, 
in 2023 something seems to have changed.  According to Reuters, the percentage of 
companies mentioning AI during analyst calls has greatly increased in the last year (see 
chart below). To help our non-tech-savvy readers understand what has changed, this 
week I interviewed RiverFront’s Global Equity CIO Adam Grossman, and Associate 
Portfolio Manager Taylor Bryan, our resident expert on Technology. 

 

 

 

 

 

 

 

 

 

 

Rod Smyth:  
First question for you, Taylor. Could you give us a quick explanation of Artificial 
Intelligence or AI? 
 

Taylor Bryan:  
At its most basic, AI is when a machine utilizes human-like intelligence in approaching 
a problem and performing a task. The latest phase of AI development is called 
‘generative’ AI, where the program generates new content such as text, music, images, 
and video. 

Rod Smyth:  
What has catapulted AI to the forefront in 2023? 
 

Taylor Bryan:  
In our view, the catalyst has been ChatGPT, a language model which can generate human-like text responses to questions. It 
has shown the advances in Artificial Intelligence in a way that is very accessible to those who are not experts. ChatGPT’s 
ability to respond to natural language questions and descriptions using information from across the internet has shown the 
public the advancements that have been made, and how AI could tangibly impact everyday life. 

 

Source: Refinitiv call transcripts; Created by Thompson Reuters. Data quarterly as of June 30, 2023.  
Chart shown for illustrative purposes.  
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Rod Smyth:  
Let’s turn to you, Adam. Please put AI in context of other major leaps in technology like the internet and cloud 
computing. Do you think it will be as transformative as the internet? 
 

Adam Grossman:  
In a word, yes. We view AI as being a fair analogy to the internet from a societal impact perspective. It is similar to the 
internet, in that the biggest impacts may take a decade or longer to emerge. The key difference between AI and other recent 
themes - Cryptocurrency and Blockchain being the biggest examples – is the clear efficiencies AI drives in data analysis and 
the processing of repetitive tasks. 

First the internet connected the world, then massive data warehouses - known as ‘the cloud’ - aggregated information. Now 
AI has the very real potential to use those connections and data to transform work in a myriad of ways, which provides 
potential for firms to increase revenue, improve efficiency, or both, in our view.    

Rod Smyth:  
Can you give some examples of how AI will and won’t change the way businesses operate? 
 

Taylor Bryan:  
Within technology, we think a big trend will be software companies integrating AI into their products, giving customers the 
ability to use AI within their own databases and processes. For example, an AI algorithm may recognize patterns, like sales 
trends, more quickly and efficiently than a human, and automatically recommend or implement a course of action.  Another 
example would be workflow automation, which can generate and implement rules-based tasks without the need for human 
intervention. 

We think AI is also likely to transform the tech industry itself by changing the nature of programming. AI-enhanced 
programming applications will allow quicker and less error-prone coding. This can include auto-fill and error detection as 
programmers work, as well as rapid-prototyping code. Similar to effects of the Internet 20 years ago, the lift from technology 
may prove to be a disinflationary force as well.  

Adam Grossman:  
More generally, I think that the difference between whether AI is used to support versus replace humans ultimately will come 
down to the repetitiveness of a task. Companies will continue to use AI to automate processes, enhance customer service, 
increase output, and analyze data. No matter how complex, if a process is truly repeatable, AI might be able to step in for 
humans, and likely will. Indeed, it is plausible to see mass manufacturing be machine-run with minimal human supervision on 
a large scale over the next 10-15 years.   

In contrast, our belief is that AI systems will struggle in an environment where things are evolving and changing rapidly. This is 
where the human brain excels. For example, viruses and cancers are known to mutate in response to treatment, and the act 
of treating the disease causes a reaction in the behavior of the disease.   

In our own industry, a limiting factor is the dependence of AI on historical data. At RiverFront, we believe success in long-
term investing is about identifying future long-term earnings trends and purchasing ownership in those trends. By definition, 
that requires a level of prediction that cannot be fully replicated from a historic study alone. Therefore, for RiverFront, AI will 
likely be a powerful research resource, but not a decisionmaker.  

Rod Smyth:  
All technological advances create their own challenges, but this seems especially true when we are talking about 
enabling machines to make decisions on their own.  How do you see this playing out? 
 

Adam Grossman:  
There are several issues that will almost certainly lead to uncertain and uneven adoption of AI.  One issue that is complex is 
Privacy and Property Rights.  Since AI relies on proprietary datasets, the ownership and proper attribution of data is going to 
be difficult to prove. As powerful new tools become understood, there will naturally be some backlash by owners of data that 
is considered proprietary.   

Another issue is data security. AI applications rely on large amounts of input data. In our view, many companies are going to 
be cautious initially about exposing their sensitive data to AI models. Thus, the speed at which AI is implemented broadly will 
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depend on how quickly they can get comfortable with this. This risk will also provide an opportunity for cybersecurity 
companies to step in with specific AI-related products.  

There is (and should be, in our view) a natural reticence to allow machines to completely remove humans from critical 
decisions in business, as well as society as a whole. Governments and regulators are going to have to make moral and ethical 
decisions about what AI can and can’t do. In business, we believe that subject matter experts in the relevant application will 
be critical for evaluating the work of AI, and that successful users will adopt the mindset of AI as a tremendous new resource. 
Ultimately, we think human expertise will always be needed to ask, “What is different this time?”  

Rod Smyth:  
So how should we approach AI as investors? 
 

Taylor Bryan:  
We think it is helpful to divide AI-related stocks into 3 broad categories: 

1. Suppliers: Companies whose products provide the equipment to build and enable AI technology. This will include 
Semiconductor and Hardware companies. 

2. Hyperscalers: Major tech companies who can use their cloud computing infrastructure to commercialize AI on a 
large scale. This also includes software companies that will create new products using AI. 

3. Users: Companies who can leverage AI to improve their businesses. 

For Suppliers, we believe the adoption of AI will be a multi-year revenue and earnings boost since all three categories will 
require significant upfront investment. This has already begun to play out. For example, we have started seeing revenue and 
earnings impacts for AI-levered semiconductor companies.  

Companies in the Hyperscaler category have driven demand for semiconductors. They have been investing at a high level to 
build out the infrastructure needed to satisfy the anticipated demand for AI workloads. The large scale of this investment is 
one of the reasons we believe that the largest technology companies, with the most cash flow and resources, will derive the 
greatest AI-related returns in revenues and earnings. 

Companies in the User category have also begun to research and invest in how their companies would benefit from the use of 
AI. This is seen starkly in the increasing number of times AI has been mentioned on earnings calls, as shown earlier in our 
chart above. As AI matures, we think companies in the Users category that intelligently invest in and apply AI to their 
workflows and product sets are likely to see increased earnings and revenue from productivity advances and increased sales. 

The Bottom Line: While we cannot know all the ways AI will play out, we are approaching AI as an important long-term secular 
trend that we need to understand, as its’ likely impact will be wide- ranging and impact many companies in different ways. 
Given the significant opportunities in front of today's leading AI companies, we believe that the market's optimism 
surrounding them is warranted. We are focused in areas where we see evidence that firms will be able to monetize AI quickly, 
while being more cautious in areas where the hype of AI has not yet been translated into earnings.  We recognize that when 
there is a theme this powerful, stock prices can get extended.  This can result in significant pullbacks but we expect the 
primary trend to remain positive. 

Rod Smyth:  
How are RiverFront portfolios positioned to benefit from AI? 
 

Taylor Bryan:  
Our biggest exposure to AI comes from our significant holdings in large Technology companies. These companies have three 
specific AI-related advantages: large, loyal customer bases, access to the vast amounts of data needed to leverage AI; 
and the large budgets needed to invest in R&D and infrastructure. 

In the 90’s, smaller companies sprang up while the dominant companies of the day allowed them to grow. In contrast, the big 
tech companies of today aggressively seek to acquire smaller companies with new technologies, squelching potential 
competitors and securing the larger companies’ market position.    
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Summary: AI Adoption to Grow Rapidly, In Our View 

We think Artificial Intelligence is entering a new phase where its adoption is likely to grow rapidly as new applications are 
rolled out. Right now, we see great opportunities for the major technology companies to maintain, and for some, accelerate 
their growth. As adoption becomes more widespread, we need to understand which industry business models will be 
threatened and look for opportunities in industries that will benefit.   

 

 

Risk Discussion: All investments in securities, including the strategies discussed above, include a risk of loss of principal (invested amount) and any profits that 
have not been realized. Markets fluctuate substantially over time, and have experienced increased volatility in recent years due to global and domestic economic 
events. Performance of any investment is not guaranteed. In a rising interest rate environment, the value of fixed-income securities generally declines. 
Diversification does not guarantee a profit or protect against a loss. Investments in international and emerging markets securities include exposure to risks such 
as currency fluctuations, foreign taxes and regulations, and the potential for illiquid markets and political instability. Please see the end of this publication for 
more disclosures. 

 
 
Important Disclosure Information:  
 
The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date 
shown and are subject to change. Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  
 
Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.  
 
This report does not provide recipients with information or advice that is sufficient on which to base an investment decision. This report does not take into 
account the specific investment objectives, financial situation or need of any particular client and may not be suitable for all types of investors. Recipients should 
consider the contents of this report as a single factor in making an investment decision. Additional fundamental and other analyses would be required to make an 
investment decision about any individual security identified in this report.   
 
Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial 
analysts. Candidates are required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. 
Four years of investment/financial career experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor’s 
degree. 

All charts shown for illustrative purposes only. Technical analysis is based on the study of historical price movements and past trend patterns. There are no 
assurances that movements or trends can or will be duplicated in the future. 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes 
bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero).  Bonds represent a loan made by an investor to a 
corporation or government.  As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at 
the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other 
corporate disruption, bonds are senior to stocks.  Investors should be aware of these differences prior to investing.  

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa). This 
effect is usually more pronounced for longer-term securities). Fixed income securities also carry inflation risk, liquidity risk, call risk and credit and default risks 
for both issuers and counterparties. Lower-quality fixed income securities involve greater risk of default or price changes due to potential changes in the credit 
quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly in response to adverse issuer, political, 
regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be subject to loss.  

Technology and internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than the overall market. 
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Definitions: 
Artificial intelligence (AI) refers to the simulation of human intelligence by software-coded heuristics. Nowadays this code is prevalent in everything from cloud-
based, enterprise applications to consumer apps and even embedded firmware. 
 
ChatGPT is an AI model that engages in conversational dialogue. It is an example of a chatbot, akin to the automated chat services found on some companies’ 
customer service websites. It was developed by OpenAI, a tech research company dedicated to ensuring that artificial intelligence benefits all of humanity. The 
“GPT” in ChatGPT refers to “Generative Pre-training Transformer,” referring to the way that ChatGPT processes language. Lance Eliot, via SSRN. “Generative Pre-
Trained Transformers (GPT-3) Pertain to AI in the Law.” 
 
A cryptocurrency is a digital or virtual currency secured by cryptography, which makes it nearly impossible to counterfeit or double-spend. Most cryptocurrencies 
exist on decentralized networks using blockchain technology—a distributed ledger enforced by a disparate network of computers. 
 
A blockchain is a distributed database or ledger shared among a computer network's nodes. They are best known for their crucial role in cryptocurrency systems 
for maintaining a secure and decentralized record of transactions, but they are not limited to cryptocurrency uses. Blockchains can be used to make data in any 
industry immutable—the term used to describe the inability to be altered. 
 
The technology sector is the category of stocks relating to the research, development, or distribution of technologically based goods and services. This sector 
contains businesses revolving around the manufacturing of electronics, creation of software, computers, or products and services relating to information 
technology. 
 
RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment 
adviser does not imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as 
investment advice or a recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), 
member FINRA/SIPC, from its minority ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding 
Group, LLC, the holding company for RiverFront. Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an 
indirect owner of RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated, a registered broker/dealer and investment adviser.   
 
To review other risks and more information about RiverFront, please visit the website at riverfrontig.com and the Form ADV, Part 2A. Copyright ©2023 RiverFront 
Investment Group. All Rights Reserved. ID 3096933 
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